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RACKETEER INFLUENCED AND CORRUPT ORGANIZATIONS ACT (RICO)
ISSUE
Should the civil provisions of the RICO statute be amended?
AICPA POSITION
The AICPA has identified the need for changes to the civil 
provisions of the Racketeer Influenced and Corrupt Organizations 
Act (RICO) as a legislative priority and intends to work for 
passage of legislation.
BACKGROUND
RICO is one part of the 1980 Organized Crime Control Act, in 
which Congress authorized private parties injured by a "pattern” 
of "racketeering activity" to sue for treble damages and 
attorneys' fees. In describing the kinds of "racketeering 
activity" that could give rise to such lawsuits, however, 
Congress included not only crimes of violence, but also mail 
fraud, wire fraud, and securities fraud.
Instead of becoming a weapon against organized crime, as Congress 
originally intended, civil RICO has been transformed into a 
staple of ordinary commercial litigation. RICO cases now 
routinely grow out of securities offerings, corporate failures, 
and other investment disappointments, and these cases often 
include accountants as co-defendants.
Early in the 99th Congress, the AICPA took the lead in convincing 
Congress to correct the abuses of the statute. It brought 
together a coalition representing the securities industry, the 
life insurance and property and casualty insurance industries, 
banks and major manufacturers, and their trade associations. 
This coalition worked with representatives of major labor unions 
that also support reform of civil RICO.
Our preferred solution to the RICO problem was a prior criminal 
conviction standard —  permitting civil RICO suits to be brought 
only against defendants who had been convicted of a criminal act. 
This was widely supported in Congress, despite certain consumer 
groups' strong opposition. In the closing hours of the 99th 
Congress, compromise legislation passed the House by an 
overwhelming vote, but failed in the Senate by 2 votes.
In the 100th Congress, Representative Rick Boucher (D-VA), the 
leading proponent of RICO reform in the House of Representatives 
during the 99th Congress, introduced legislation which would have 
reduced RICO's treble damage provision to single damages in most 
business cases. This included suits based on transactions 
subject to state or federal securities laws in which accountants 
and accounting firms are often defendants. Rep. Boucher's 
legislation permitted plaintiffs to seek multiple damages in 
instances of insider trading, a prominent issue at the time.
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Civil RICO reform legislation was also introduced in the Senate 
during the 100th Congress. The legislation, as introduced, was 
not acceptable to the AICPA and other participants in the 
business-labor coalition. During the committee mark-up 
procedure, there was a successful effort to revise provisions 
objectionable to the business-labor coalition. Despite this 
effort, the 100th Congress failed to act on the civil RICO reform 
issue.
During the 99th and 100th Congresses, the AICPA devoted much 
effort to the civil RICO reform movement. We testified before 
both the House and Senate Judiciary Committees. We continually 
encouraged civic involvement of CPAs throughout our nation to 
urge Congress to correct abuses of the RICO statute. We also 
filed amicus curiae briefs, urging the Supreme Court to clarify 
the statute's provision in Sedima v. Imrex and H. J. Inc, v. 
Northwestern Bell.
RECENT DEVELOPMENTS
Rep. Boucher and others plan to again introduce legislation to 
reform the civil provisions of RICO early in the 101st Congress. 
The legislation would be similar to that which he sponsored in 
the last session of Congress.
Like last year's bill, the legislation will permit plaintiffs to 
recover only single damages in most RICO cases, including cases 
involving the federal securities and commodities laws, and cases 
where one business sues another business.
For two important reasons, the prospects for passage of 
legislation will improve significantly in the 101st Congress. 
The first reason is that the new chairman of the House Judiciary 
Committee, Representative Jack Brooks (D-TX), agrees there is a 
need for reform of the civil provisions of RICO. (A major 
stumbling block in our effort over the past four years has been 
opposition by both the Judiciary Committee chairman and the 
chairman of the subcommittee with jurisdiction over civil RICO 
reform. They both are no longer in these positions and, 
therefore, the environment has significantly changed.)
The second reason is the business-labor coalition, made up of 
representatives of the accounting profession, the securities and 
insurance industries, banks and major manufacturers, and major 
labor unions, has never been more united. There is broad 
consensus among coalition members that RICO reform legislation 
needs to be approved early in the 101st Congress.
JURISDICTION
Senate - Committee on the Judiciary
House - Committee on the Judiciary
AICPA STAFF CONTACTS
B. Z. Lee - Special Assistant to the Chairman for Washington 
Activities




Should Congress approve tort litigation reform legislation?
AICPA POSITION
The AICPA believes the chief cause of the liability crisis is a 
tort system which has become dangerously out of balance as the 
result of a trend of expanding liability. We recognize that 
legitimate grievances require adequate redress, but fairness 
demands equity for the defendant as well as the plaintiff. Such 
equity is now lacking in the system, and the balance must be 
restored.
BACKGROUND
The issue of accountants' liability is of great concern to the 
AICPA membership. In our litigious society, accountants have 
become easy targets for plaintiffs when the accountants are the 
only survivors after the failure of a client company. This, 
combined with the perception of accountants being a "deep 
pocket", has given rise to an increasing number of suits against 
us.
Within the AICPA, a specially formed task force on accountants' 
legal liability has been charged with the responsibility of 
identifying ways to reduce our liability exposure. For the last 
two years, the task force has directed much of its attention to 
the various tort reform efforts within the states. On the 
federal level, it has focused on the civil RICO reform effort.
The AICPA has identified five principal areas in need of 
legislative reform:
o Proportionate Liability. The most significant area in 
need of reform is the replacement of the prevailing rule 
of "joint and several" liability with "several" liability 
alone, in federal and state actions predicated on 
negligence. If the "joint and several" rule is replaced 
with a "several" liability rule, a defendant would not be 
compelled to pay more than his proportionate share of the 
claimant's loss relative to other responsible persons.
o Suits by Third Parties - The Privity Rule. The second 
target area for reform is the promotion of adherence to 
the privity rule as a means of countering the growing 
tendency to extend accountants' exposure to liability for 
negligence to an unlimited number of unknown third parties 
with whom the accountant has no contractual or other 
relationship.
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o Racketeer Influenced and Corrupt Organizations Act (RICO).
Please see the RICO issue section of the Digest (page 1).
o Costs and Frivolous Suits. Another prime concern is 
deterrence of the increasing numbers of frivolous suits 
and attorneys' fees arrangements that provide incentives 
for the plaintiffs' bar to file lawsuits against "deep 
pocket" defendants regardless of merit.
o Aiding and Abetting Liability. The AICPA also believes 
there is a need to clarify the scienter or knowledge 
standard by which auditors may be held secondarily liable 
for aiding and abetting a violation of law by those who 
are primarily responsible. Specifically, the AICPA 
supports legislative reforms to require a finding of 
actual knowledge by the CPA of the primary party's 
wrongdoing.
FEDERAL JURISDICTION
SENATE - Committee on Judiciary
Committee on Commerce, Science and Transportation
HOUSE - Committee on Judiciary
Committee on Energy and Commerce
AICPA STAFF CONTACTS
P. V. Geoghan - Assistant General Counsel
M. F. Widner - Vice President, Legislative Affairs
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CONGRESSIONAL OVERSIGHT HEARINGS ON THE ACCOUNTING PROFESSION
(DINGELL HEARINGS)
ISSUE
Are independent auditors fulfilling their responsibilities 
relative to audits of publicly owned corporations?
AICPA POSITION
Independent auditors are fulfilling those responsibilities and 
the profession has taken a number of steps to enhance the 
effectiveness of independent audits. These include:
o Strengthening audit quality by expanding the scope and 
requirements for peer review conducted under the 
supervision of the Institute's SEC Practice Section and 
the Public Oversight Board.
o Revising auditing standards on internal control, fraud 
and illegal acts, auditors' communications and other 
"expectation gap issues."
o Creating the National Commission on Fraudulent Financial 
Reporting, chaired by former SEC Commissioner James C. 
Treadway.
o Recommending to the SEC expanded disclosure requirements 
when an auditor resigns from an audit engagement, 
particularly when there are questions about management's 
integrity.
BACKGROUND
In February 1985, under the chairmanship of Representative John 
Dingell (D-MI), the Subcommittee on Oversight and Investigations 
of the House Energy and Commerce Committee began hearings on the 
accounting profession. The hearings focused on the effectiveness 
of independent accountants who audit publicly owned corporations 
and the performance of the SEC in meeting its responsibilities.
To date, twenty-three oversight hearings have been held and 153 
witnesses have testified. Representatives of the AICPA have 





SENATE - Committee on Banking, Housing, and Urban Affairs 
Securities Subcommittee
HOUSE - Committee on Energy and Commerce
Oversight and Investigations Subcommittee
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POSSIBLE SECURITIES LEGISLATION RESULTING FROM THE TREADWAY
COMMISSION RECOMMENDATIONS
ISSUE
Should Congress approve legislation to implement certain 
recommendations of the Treadway Commission?
AICPA POSITION
Legislation to implement Treadway Commission recommendations has 
not been introduced in Congress. Until formally introduced, it 
would be premature to adopt a formal position.
BACKGROUND
In its final report the National Commission on Fraudulent 
Financial Reporting (The Treadway Commission) made several 
recommendations which may require amending our nation's 
securities laws. The Treadway Commission recommended expanding 
the SEC's enforcement authority to enable the agency to:
o bar or suspend officers and directors of publicly held 
corporations,
o mandate audit committees composed of independent 
directors for all publicly held corporations,
o seek civil money penalties in injunctive proceedings,
o issue cease and desist orders when it finds a 
securities law violation, and
o impose civil money penalties in administrative 
proceedings including Rule 2(e).
In November 1987, in remarks before the Corporate Accounting and 
Financial Reporting Institute, Representative John Dingell (D- 
MI) , Chairman of the House Energy and Commerce Committee, 
remarked that "Congress has a responsibility to move forward on 
the good ideas of the Treadway Commission that will require 
legislation.” He said he had requested his staff ”to identify 
specific proposals for change that should be included in 
potential legislation."
Rep. Dingell requested the SEC to comment on the Treadway 
Commission recommendations asking whether the SEC has the 
authority to implement the Treadway recommendations by rule or 
regulation or whether legislation is needed.
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At a May 1988 hearing, SEC Chairman David Ruder stated the 
Commission has taken, or is in the process of taking, 
administrative action in response to certain of the 
recommendations, such as those relating to opinion shopping and 
peer review. The SEC Chairman also testified that the Commission 
will request legislation to enhance its enforcement authority, 
including imposing civil money penalties, barring or suspending 
persons from serving as officers and directors, and expanding 
cease and desist orders.
At that same hearing, Rep. Dingell stated, "The accounting 
profession— through the AICPA— has made substantial improvements 
in their audit standards to meet the Treadway Commission's 
recommendations. Their decisive and timely action, as well as 
their willingness to work with the subcommittee on further 
improvements, is commendable."
RECENT DEVELOPMENTS
Legislation was not introduced in the 100th Congress.
JURISDICTION
SENATE - Committee on Banking, Housing and Urban Affairs 
Securities Subcommittee
HOUSE - Committee on Energy and Commerce
Telecommunications and Finance Subcommittee
AICPA STAFF CONTACTS
B. Z. Lee - Special Assistant to the Chairman for Washington 
Activities
J. F. Moraglio - Vice President, Federal Government Division 
M. F. Widner - Vice President, Legislative Affairs
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CIVIL TAX PENALTY SYSTEM REFORM
ISSUE
Is the civil tax penalty system of the Internal Revenue Code in 
need of reform?
AICPA POSITION
The AICPA supports developing a simplified and more rational 
civil tax penalty structure.
BACKGROUND
In the past 10 years, there has been a proliferation of civil tax 
penalties creating a system which is complex, confusing, 
uncoordinated, and often duplicative. The need for civil tax 
penalty study and reform has been identified as an emerging issue 
by Congress, the IRS, and tax professionals.
Four Congressional hearings were held on civil tax penalty reform 
during the 100th Congress. The AICPA Tax Division testified at 
two of the hearings. Senator David Pryor (D-AR), the chairman of 
the Senate Finance Subcommittee on Private Retirement Plans and 
Oversight of the Internal Revenue Service (the committee of 
jurisdiction), formed a private sector task force to study the 
problem and make recommendations for change.
In addition, IRS Commissioner Lawrence B. Gibbs formed an IRS 
executive staff task force to study the civil penalty structure, 
as well as certain specific civil penalties. A draft report, 
issued in December 1988, is discussed in the Recent Developments 
section.
The AICPA Tax Division also formed a Penalty Task Force and is 
conducting a survey based on a random sample of Tax Division 
members. The survey focuses on the administrability of the 
penalty system from the tax practitioner's point of view, 
including those preparer and taxpayer penalties identified as the 
most burdensome or most difficult to administer fairly and 
uniformly.
RECENT DEVELOPMENTS
A draft report of the IRS Commissioner's Penalty Study Task Force 
was released in December 1988. The report includes a 
comprehensive philosophy on penalties against which the efficacy 
of individual and civil penalties as a whole are evaluated. Four 
criteria are identified against which to measure whether 
particular penalties conform to the desirable penalty philosophy 
and are positively impacting voluntary compliance. The four 
criteria are fairness, effectiveness, comprehensibility, and 
administrability.
(8) (1/89)
The report also states that taxpayers should "be expected to try 
to file accurate returns with IRS." The report defines "try" as 
exercising reasonable care (a negligence standard) and an 
"accurate" return is defined as one in which each position is 
either disclosed or is more likely than not to prevail if 
challenged. Three principal accuracy penalties are proposed to 
support the standard, as follows:
o A negligence penalty that would apply if the taxpayer took 
an undisclosed position on a return that was not more 
likely than not to prevail and the taxpayer took such 
position either intentionally or failed to exercise 
reasonable care in taking such position.
o A gross negligence penalty that would apply if the 
taxpayer took a position on a return that did not have at 
least a realistic possibility of success of prevailing if 
challenged and the taxpayer took the position either 
intentionally or failed to exercise reasonable care in 
taking it.
o A fraud penalty similar to the existing penalty.
Penalty amounts would increase in proportion to the seriousness 
of the infraction— 20, 50, and 100 percent are suggested.
The report also recommends that preparers should "exercise 
reasonable care to determine that the taxpayer's return complies 
with the taxpayer's standard of behavior...." Three levels of 
penalties would also apply to preparers, depending upon the level 
of accuracy which was violated in the return. The report 
recommends that the penalties be set at $100, $250, and $500.
The report proposes that the minimum penalty would apply if the 
preparer failed to exercise reasonable care to see that every 
undisclosed position on the return was more likely than not to 
prevail. The second-level penalty would apply if the preparer 
failed to exercise reasonable care to see that every position had 
a realistic possibility of success. The most severe penalty 
would apply if the preparer's conduct was willful or fraudulent.
JURISDICTION
SENATE - Committee on Finance
Subcommittee on Private Retirement Plans and Oversight 
of the Internal Revenue Service
HOUSE - Committee on Ways and Means 
Subcommittee on Oversight
AICPA STAFF CONTACTS
D. H. Skadden - Vice President, Federal Taxation Division 
K. Thomas - Director, Federal Taxation Division
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OTHER TAX ISSUES
REPEAL OR MODIFICATION OF INTERNAL REVENUE CODE SECTION 89
One of the high priority items for the AICPA Tax Division in 1989 
will be to seek repeal or modification of Internal Revenue Code 
Section 89.
Internal Revenue Code Section 89 contains extremely complex rules 
for determining whether or not certain employee benefit plans are 
discriminatory.
A Tax Division Section 89 Task Force has been established, 
chaired by Deborah Walker of Peat, Marwick, & Main, Washington, 
D.C. AICPA staff contacts are D. H. Skadden and L. Winton.
TAX SIMPLIFICATION
A Tax Division Subcommittee, Tax Simplification and Efficiency, 
has been established. Its mission is to: identify specific areas 
of the tax law in need of simplification and to work with 
Congress and the Treasury on their implementation.
The Chairman is Jay Starkman, of Atlanta, Georgia. AICPA staff 
contacts are D. H. Skadden and C. Ferguson.
LEVERAGED BUYOUTS
We anticipate a heightened Congressional interest in leveraged 
buyouts, corporate mergers, and other forms of debt financing in 
the 101st Congress.
Eight different Congressional committees have either conducted or 
have announced their intentions to conduct hearings on the 
leveraged buyout issue: the House Ways and Means, Senate Finance, 
House and Senate Judiciary, House Energy and Commerce, House 
Education and Labor, and House and Senate Banking Committees.
Both the Ways and Means and Finance Committees have scheduled 
hearings and the AICPA Tax Division will submit comments. We 
will suggest Congress not use the tax code as a vehicle to 
address perceived problems in leveraged buyouts.
AICPA staff contacts are D. H. Skadden and C. Shaffer.
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IMPROVED FEDERAL FINANCIAL MANAGEMENT
ISSUE
What steps need to be taken by Congress and the Administration to 
improve federal financial management?
AICPA POSITION
The AICPA is concerned about the federal government's lack of 
effective financial management systems and accountability and it 
urges the legislative and executive branches to work together to 
improve this situation.
BACKGROUND
The government of the United States is the world's largest 
financial operation. Its annual budget is nearly $1.7 trillion. 
It employs more than five million people and runs hundreds of 
programs, many of which are individually larger than our largest 
corporations and state governments. Despite this, its financial 
management concepts and practices are weak, outdated and 
inefficient.
How bad is the current state of the financial management 
structure? Although the federal government's annual budget 
exceeds $1 trillion, its books are kept on a cash basis. Despite 
the size of its annual budget, there is no legislative position 
of a chief financial officer in the federal government. There 
are many obsolete and incompatible accounting systems scattered 
throughout the federal agencies. Many departments and agencies 
do not follow the established accounting principles, and annual 
independent financial audits are not required and, with few 
exceptions, neither are they performed.
The AICPA Task Force on Improving Federal Financial Management 
has developed recommendations to assist the Congress and the 
Administration in improving federal financial management. These 
recommendations, which have been submitted to Congress and the 
Administration, are:
o A legislatively mandated, full-time chief financial 
officer who will provide the leadership and coordination 
necessary to achieve sound financial management in the 
federal government. The function must have the authority 
and resources to administer an effective, integrated 
federal management program, exercised in an independent 
and objective manner. In addition, each of the federal 
departments and agencies should have a legislatively 
mandated CFO?
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o A uniform body of accounting and reporting standards for 
the federal government, to be used by all departments and 
agencies;
o A requirement for meaningful and useful department-, 
agency-, and government-wide financial statements, 
operating reports, and financial data for the federal 
government; and
o A program of annual audit to provide the Congress, the 
President, and the American people with an independent 
opinion on the financial position and the results of 
operations of the federal government and the departments 
and agencies.
RECENT DEVELOPMENTS;
The Task Force on Improving Federal Financial Management will 
conduct a national colloquium May 9, 1989. The colloquium will 
bring together Members of Congress, the General Accounting 
Office, the Administration, the accounting profession, and other 
interested parties to discuss what Congress and the 
Administration can do to improve the federal government's 
financial management.
POSITION OF OTHERS
The GAO, the National Association of State Auditors, Comptrollers 
and Treasurers, and the Association of Government Accountants 
generally support efforts to improve federal financial 
management.
JURISDICTION
SENATE - Committee on Governmental Affairs
HOUSE - Committee on Government Operations
AICPA STAFF CONTACT
J. F. Moraglio - Vice President, Federal Government Division
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CONGRESSIONAL HEARINGS ON THE QUALITY OF AUDITS OF FEDERAL
FINANCIAL ASSISTANCE
ISSUE
What can be done to improve the quality of audits of federal 
financial assistance performed by CPAs?
AICPA POSITION
The AICPA recognized that this is an urgent problem and, among 
other steps, formed a Task Force to develop ways to improve the 
quality of audits of governmental units. The Task Force's final 
report contained 25 recommendations for improving the quality of 
such audits.
A special Implementation Committee consisting of representatives 
of the AICPA and other groups with responsibility for carrying 
out the recommendations has been established.
Other actions that have been taken by the Institute include 
publication of a revised audit guide on audits of state and local 
governmental units, presentation of training programs throughout 
the country on the Single Audit Act, and expansion of the peer 
review program of the Division for CPA Firms to include 
examination of the audits of governmental units.
BACKGROUND
In November 1985, the House Government Operations Legislation and 
National Security Subcommittee began hearings on the quality of 
audits of federal grants to state and local governments and to 
nonprofit organizations.
In March 1986, a General Accounting Office (GAO) study found 
that 34 percent of the governmental audits performed by CPAs did 
not satisfactorily comply with applicable standards. The two 
biggest problems identified were insufficient audit work in 
testing compliance with governmental laws and regulations and in 
evaluating internal accounting controls over federal 
expenditures.
In October 1986, the House Government Operations Committee 
released a report entitled "Substandard CPA Audits of Federal 
Financial Assistance Funds: The Public Accounting Profession is 
Failing the Taxpayers." The report concluded that improvements 
must be made in the quality of CPA audits of federal financial 
assistance funds.
In August 1987, the GAO released another report entitled "CPA 
Audit Quality: A Framework for Procuring Audit Services." In
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reviewing a relationship between the procurement process and 
quality of audits that resulted, the GAO found that entities are 
almost three times as likely to receive an audit that meets 
professional standards when they have an effective procurement 
process. The report identified four critical attributes for an 
effective procurement process: competition; technical 
evaluation; solicitation; and written agreement.
In June 1988, the GAO issued a report entitled, ”CPA Audit 
Quality: A Status Report on the Accounting Profession's 
Enforcement Efforts.” The GAO report commended the AICPA and 
State Boards of Accountancy enforcement efforts on referrals of 
CPAs who performed poor quality governmental audits. The 
chairman of the Government Operations Committee commended the 
Institute for its efforts; however, he stated that he was 
disappointed to learn that the Institute has not disclosed all 
disciplinary actions taken against CPAs and would like the 
Institute to re-evaluate its policy on that issue.
In August 1988, the AICPA replied by stating it agreed with the 
need for public disclosure of all disciplinary actions taken 
against CPAs performing substandard work. Once a trial board has 
made an actual determination of a member's guilt, it is uniform 
practice to announce the name of the member. However, when the 
investigation reveals that a deviation does not violate the 
ethics code, corrective rather than punitive measures are taken 
and no publication of the member's name is made. These 
procedures, "are consistent with our overall philosophy and goal 
to improve the competence of the practitioner in his service to 




The GAO, the federal Inspectors General, the State Auditors, the 
State Boards of Accountancy, State Societies and other 
organizations are all working together to develop and implement 
ways to improve the quality of CPA audits of federal financial 
assistance funds.
JURISDICTION
SENATE - Committee on Governmental Affairs
HOUSE - Committee on Government Operations
Legislation and National Security Subcommittee
(14) (1/89)
CONSULTANT REGISTRATION AND CERTIFICATION
ISSUE
Should consultants submitting proposals to perform services to 
government agencies be required to register and submit certain 
information to the procuring department or agency?
AICPA POSITION
The AICPA believes that registration and certification of all 
consultants would not provide the most effective and efficient 
method of ferreting out conflict of interest situations.
BACKGROUND
In light of on-going Pentagon procurement scandals, Congress is 
more vigorously scrutinizing the way the Department of Defense 
(DOD) conducts business with consultants.
The fiscal year 1989 Defense Authorization legislation included a 
provision that charged the Administrator of the Office of Federal 
Procurement Policy (OFPP) with promulgating government-wide 
policy which would set forth: (1) conflict of interest standards 
for persons who provide consulting services to the federal 
government; and (2) procedures, including such registration, 
certification, and enforcement requirements as may be 
appropriate, to promote compliance with the conflict of interest 
standards.
In an effort to identify and evaluate the potential for conflicts 
of interest, these regulations were to be applied to the 
following types of consulting services: (1) advisory and 
assistance services; (2) services related to support of the 
preparation or submission of bids and proposals; and (3) other 
services related to federal contracts specified by the OFPP in 
the regulations. If the President determines the promulgation of 
such regulations would have a significant adverse impact on the 
accomplishment of the mission of federal agencies, he could 
negate these regulations.
The AICPA and several representatives of accounting firms have 
met with OFPP representatives to communicate their views and 
concerns related to the development of a conflict of interest 
policy. The proposed policy is expected to be released for 
public comment shortly.
RECENT DEVELOPMENTS
H.R. 72, legislation which would require the registration of DOD 
consultants or of firms contracting with DOD, has been introduced 
by Representative Charles Bennett (D-FL). Rep. Bennett is second 
in seniority on the House Armed Services Committee, to which 
this legislation has been referred. He introduced similar 
legislation in the prior Congress.
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Senator David Pryor (D-AR), who sponsored legislation in the 
100th Congress which resulted in the inclusion of the Defense 
Authorization provision discussed above, has announced he plans 
to reintroduce legislation applicable to all government 
consultants or subcontractors on a government-related project.
JURISDICTION
Senate - Committee on Governmental Affairs
Committee on Armed Services 
House - Committee on Government Operations
Committee on Armed Services
AICPA STAFF CONTACTS
J. F. Moraglio - Vice President, Federal Government Division
I. A. MacKay - Technical Manager, Federal Government Division
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PROPOSED RULE TO REVISE CURRENT GOVERNMENT COST PRINCIPLE
ISSUE
Should government contractors be required to submit information 
(such as details of professional and consultant agreements, 
invoices or bills, or documents such as trip reports) to provide 
an adequate basis to question consultant costs, as proposed by 
the Department of Defense and General Services Administration?
AICPA POSITION
The AICPA Defense Contractors Committee has submitted a comment 
letter to the General Services Administration outlining its 
concerns regarding the proposed rule.
BACKGROUND
In October 1988, the Civilian Agency Acquisition Council and the 
Defense Acquisition Regulatory Council proposed a rule to revise 
the current cost principle "to provide a sufficient basis to 
adequately question consultant costs."
In December 1988, the AICPA submitted a comment letter expressing 
its concerns that: 1) the requirements of the proposed rule 
would extend to independent audits of financial statements and 
could lead to the independent auditor's judgment being challenged 
by government procurement officials; 2) professional fees for 
independent audits should be exempt from the provision since 
audits are required by the securities laws and audit fees are 
allowable; 3) the proposed rule would apply to a broad range of 
professionals and consultants rather than any of those 
consultants who provide marketing services to contractors and 
have been the target of recent conflict-of-interest 
investigations by the Department of Defense; and 4) new and 
additional reporting and recordkeeping requirements would exceed 
the information necessary to determine the allowability and 
reasonableness of the costs.
Specifically, the proposed rule would clarify and strengthen the 
current cost principle by providing that, among other things, 
fees for professional services rendered would be allowable only 
when supported by evidence of the nature and the scope of the 
service furnished. Sufficient evidence may include:
o Details of all agreements with the individuals or 
organizations providing the services and details of 
actual services performed.
o Invoices or billings submitted by consultants including 
sufficient detail as to the time expended and the nature 
of the actual services provided.
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o Consultants' work products and related documents 
including trip reports, minutes of meetings and 
collateral memoranda and reports.
AICPA STAFF CONTACTS
J. F. Moraglio - Vice President, Federal Government Division 




The American Institute of Certified Public Accountants (AICPA) 
was founded in 1887. Its creation marked the emergence of 
accountancy as a profession, distinguished by its educational 
requirements, high professional standards, strict code of 
professional ethics, licensing status, and commitment to serving 
the public interest.
The AICPA is the national professional association of certified 
public accountants in the United States. Members are CPAs from 
every state and territory of the United States, and the District 
of Columbia. Currently, there are over 280,000 members. 
Approximately 46 percent of those members are in public practice, 
and the other 54 percent include members working in industry, 
education, government, and other various categories.
OBJECTIVES
In its continuing effort to serve the public interest, the 
Institute creates and grades the Uniform CPA Examination, 
develops auditing standards, upholds the Code of Professional 
Ethics, provides continuing professional education and 
contributes technical advice to government and to private sector 
rule-making bodies in areas such as accounting standards, 
taxation, banking and thrifts.
LEADERSHIP
The Chairman of the AICPA Board of Directors is elected from the 
membership and serves a one-year term. The AICPA chairman for 
1988-1989 is Robert L. May of Short Hills, N.J. The chairman- 
elect is Charles Kaiser, Jr. of Los Angeles, CA.
Philip B. Chenok, CPA, is the President and Chief Executive 
Officer of the AICPA. Bernard Z. Lee is Special Assistant to the 
Chairman for Washington Activities.
The AICPA Council is the association's policy-making governing 
body. Its 260 members represent every state and U.S. territory. 
The Council meets twice a year.
The Board of Directors acts as the executive committee of 
Council, directing Institute activities between Council meetings. 
The 21 member Board of Directors includes 3 public members, all 
of whom are lawyers and two are former SEC officials. The Board 
meets 5 times a year.
The AICPA has a permanent staff of nearly 700 and a budget of $90 
million. The work of the AICPA is done primarily by its 
volunteer members serving on approximately 130 boards, 
committees, and subcommittees.
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